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Tax C red its ,  Take advantage of any tax credits that 
are available to you. A targeted jobs tax credit is 
available for employing certain employees and 
youth workers. Credits are also available for expen­
ditures for certain research and experimentation, 
and for costs incurred to render facilities acces­
sible to the handicapped.
O bsole te  In ven to ry .  Review the rules for
deducting obsolete inventory. Goods that are not 
able to be sold at normal prices or in the normal 
way because of damage or changes of style 
may be valued at bona fide selling prices, less 
direct costs of disposition. Take necessary steps, 
such as disposing of obsolete inventory, before 
year end to realize losses expected.
C C o rp o ra tio n  In v e n to ry ,  C corporations 
may want to contribute inventory to charity. The 
business may be able to deduct the cost of the 
inventory plus half the value above the cost if the 
charity uses the property for its tax-exempt 
purpose and solely for the care of infants, the ill 
or the needy.
Another point to keep in mind is that when the 
  cost of inventory is rising, you may be able to
reduce your taxable profit by using the “last in, 
first out” (LIFO) method of inventory accounting.
S C o rp o ra tio n  Losses. If you are a shareholder 
in an S corporation, you must have a basis in the 
corporation by the corporate year-end in order to 
deduct currently a net loss passed through to you 
from the corporation. You can establish basis 
through a capital contribution or personal loan to 
the corporation consummated by the corporate year- 
end. You may need projections of the corporate 
loss prior to year-end to enable you to establish 
adequate basis.
B ad D ebts. If your business uses the accrual method 
of accounting, review outstanding debts before the 
end of the year. If you have bills with little chance 
of collection, write them off immediately. The 
IRS allows the deduction only in the year the debt 
becomes worthless.
S ta te  Incom e Tax. State income-tax planning is 
an often overlooked opportunity to lower your over­
all tax liability. You may be able to reduce state 
taxes by modifying shipment procedures, moving 
locations and levels of inventory from one state to 
another, and taking full advantage of tax credits 
unique to a particular state.
E m ployees vs. In d ep e n d e n t
C o n tra c to rs . Be sure to know the rules 
regarding treatment of an individual as an indepen­
dent contractor versus an employee. While you 
may save on payroll taxes and fringe benefits by 
classifying a worker as an independent contractor, 
the tax penalties that result from incorrect classifi­
cation can be high.
R e tire m e n t P lan s. One of the best ways to
reduce your personal tax bill is to take advantage 
of retirement plans. For self-employed individuals, 
the best plan is often a Keogh. Keogh contributions 
are deductible up to the lesser of 25 percent of 
your self-employment income or $30,000. In 
addition, as long as your Keogh is established by 
the end of the year, you have until April 15, or 
the date of your last extension, to make your 
deductible contribution.
An alternative retirement plan for the self- 
employed is the Simplified Employee Pension 
(SEP) plan. Generally, SEPs are less complicated 
and less expensive to administer than Keoghs.
E x p e rt A d v ice  from  a  CPA. Under the new 
tax rules, minimizing your business’s taxes will 
take more work than ever before. For help in devel­
oping a year-round tax plan, consult your GPA.
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the New Tax Laws
A CPA’s 
G uide for  
Sm all B u sin esses
 A s a sm all business owner, you
 know th a t taxes can  take  a big  
  b ite  ou t o f  you r b o tto m  line. To 
help m inim ize the im pact th a t taxes will 
have on you r p ro fit m argin, you  m ust 
m ake tax  p lan n in g  f o r  you r business a 
year-rou n d  task . H ow ever, now  th a t 
Congress has p a sse d  a new tax  bill, you  
m ay w on der how  to  g e t s ta rted .
This brochure can  help  m ove you  in 
the right d irec tion . I t  ou tlines the new  
laws an d  explains how  th ey  m ay a ffec t 
you r business. In  a d d itio n , it includes  
som e gen era l tax-saving stra teg ies th a t 
you  can  use now  an d  in the fu tu re  to  
m ake sure you r taxes d o n ’t d ep le te  m ore  
o f  yo u r b o tto m  line than  necessary.
Tax La w  Changes for Small Business
C o rp o ra te  Tax R a te s .  The new law raises the 
maximum corporate rate 1 percent to 35 percent 
on taxable incomes above $10 million, effective 
January 1, 1993. Businesses with taxable incomes 
above $15 million are subject to an additional 
tax of 3 percent, up to a maximum extra tax of 
$100,000. Businesses with fiscal year-ends must 
use a weighted average in calculating their taxes.
PSC R a te .  The tax rate on personal service corpora­
tions (PSC) also rises to 35 percent. However, since 
PSCs have a flat tax rate, they will feel the increase 
with the first dollar of income.
Bonus W ithholding. The flat withholding rate
for supplemental wage payments, such as bonuses, 
has increased to 28 percent, up from 20 percent, 
for payments made after December 31, 1993.
E stim a ted  T axes. Large corporations (those with 
more than $1 million in taxable income in any of 
three preceding years) face a change in their esti­
mated tax payments. These companies will have to 
pay 100 percent, up from 97 percent, of their cur­
rent year tax bill through estimated tax payments. 
This change is effective for tax years beginning 
after 1993. Small companies can continue to pay 
100 percent of the prior year’s tax without penalty.
R ea l E sta te  D e p rec ia tio n .  The depreciation 
recovery period of nonresidential real property has 
increased to 39 years from 31.5 years. This new 
rule is effective for property placed in service 
after May 13, 1993.
M edicare  P a y ro ll  Tax. The $135,000 ceiling 
on wages and self-employment income subject to 
the Medicare payroll tax has been eliminated.
The tax of 2.9 percent for the self-employed and 
1.45 percent for employees now applies to all 
wages. Of course, since employers must match the 
tax paid by their employees, many businesses will 
also face an increase in the Medicare tax.
P en sion  C on tribu tion s. The amount of compen­
sation that can be taken into account for purposes 
of benefits and contributions under qualified 
retirement plans will be reduced to $150,000 for 
plan years after 1993. This provision may increase 
the cost of maintaining retirement plans for 
business owners.
In tan g ib le  A ssets. If you purchase the assets of 
another business, you may now be able to deduct 
part of the cost as intangible assets. Goodwill, 
customer or patient lists, trademarks, licenses and 
other intangible assets can be amortized over 15 
years on property acquired after August 10, 1993. 
However, taxpayers may wish to apply this provi­
sion to all property acquired after July 25, 1991.
L obbying E xpen ses. As of January 1 ,  1994, 
most expenses related to lobbying will no longer 
be deductible.
H ealth  In su ran ce . Congress extended to
December 31, 1993, the provision which allows 
self-employed individuals to deduct 25 percent of 
their health insurance premiums. The deduction 
had expired on June 30, 1992. To deduct your 
expenses for the second half of 1992, you must file 
an amended 1992 return.
M eals, E n terta in m en t a n d  T ra ve l.
The 80-percent deduction for business meals and 
entertainment expenses has been reduced to 
50 percent of the cost for tax years beginning 
after 1993. Also, travel expenses for a spouse 
accompanying a person on business travel will not 
be deductible at all unless the spouse has a bona 
fide business reason for making the trip.
Club D ues. Deductible dues to social, athletic
and country clubs have been eliminated, effective 
January 1, 1994.
Tax Saving Tips
C a fe te r ia  P lan s. Small business owners should 
consider developing flexible spending accounts 
through cafeteria plans to supply employee 
benefits. Such arrangements provide tax savings 
to the employee because the contributions are not 
subject to federal income tax, Social Security 
(FICA) tax or unemployment (FUTA) tax. In addi­
tion, contributions may be free from state income 
tax. At the same time, the business realizes 
a tax savings from reduced employer FICA and 
FUTA taxes.
Yo u r C h ildren  as E m ployees. If you hire 
your child as an employee in your business, you 
can deduct his or her salary as long as the child 
does a real job at a fair salary. In addition, if the 
child is under age 18 and the business is unincor­
porated, FICA tax does not have to be paid for the 
child. If the child is under 21, FUTA tax does not 
have to be paid either.
The R e w a rd s  of C h arity . As a small business 
owner, you should evaluate whether you obtain 
a greater tax benefit by making charitable 
contributions through your company or from your 
personal funds. Remember, if you gave to your 
favorite charity before December 31, 1993, you can 
deduct it on your 1993 return. And there’s a bonus 
if you donated appreciated property in 1993 —  you 
can deduct the full value of the asset and avoid 
paying tax on its appreciation. In addition, retroac­
tive to June 30, 1992, a gift of appreciated property 
will not trigger the alternative minimum tax (AMT).
Business P r o p e r ty  D ep rec ia tio n .  The 
expensing deduction has increased. For tax years 
beginning after December 31, 1992, you may be 
able to deduct up to $17,500, up from $10,000, of 
the cost of certain business equipment in the year 
you place in it service. The deduction is limited 
to personal property used in a trade or business, 
such as machinery or office equipment, and 
phases out once the cost of qualifying property 
exceeds $200,000.
This increased deduction applies to property 
placed in service in tax years that begin in 1993 
or later. Therefore, if your business has a fiscal 
year beginning late in 1993, you may want to 
consider deferring equipment purchases until 
then to qualify for a bigger break.
Business A u tom obiles. Be sure to understand 
the rules for deducting expenses associated 
with the business use of your automobile. The 
rules change depending on whether an employer 
or an employee owns the car, whether the vehicle 
is owned or leased, and how the personal use of 
the vehicle is reported. The most advantageous way 
to handle business automobiles varies from case 
to case. Calculate which way will work best for 
your business.
